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O R D E R  

On Hay 7 ,  1984,  t h e  Bi tuminous  Energy  C o r p o r a t i o n  

( "B i tuminous" )  f i l e d  an  a p p l i c a t i o n  for a C e r t i f i c a t e  of 

Convenience  and  N e c e s s i t y  to  c o n s t r u c t  and operate a n a t u r a l  

gas  u t i l i t y  i n  Knox County,  Kentucky. In order for t h e  

Commission t o  d e t e r m i n e  i f  a c e r t i f i c a t e  should be i s s u e d  t o  

Bi tuminous ,  additional information is r e q u i r e d .  

I T  IS THEREFORE ORDERED t h a t  B i tuminous  p r o v i d e  t h e  

f o l l o w i n g  i n f o r m a t i o n  o n  or before J u l y  13, 1984. 

1. S p e c i f y  t h e  i n d i v i d u a l ( s 1  who w i l l  a c t u a l l y  operate 

t h e  proposed n a t u r a l  gas sys tem.  The i n d i v i d u a l ( a )  

s p e c i f i e d  should i n c l u d e  t h e  manager  of t h e  u t i l i t y  

and a l l  f i e l d / m a i n t e n a n c e  p e r s o n n e l  p r e s e n t l y  

i d e n t i f i e d ,  and a l l  off ice  p e r s o n n e l  a n t i c i p a t e d  . 
I f  p o s i t i o n s  are n o t  p r e s e n t l y  f i l l e d ,  i d e n t i f y  t h e  

positions which w i l l  be on t h e  p a y r o l l  of t h e  

proposed  u t i l i t y .  

2. S p e c i f y  the q u a l i f i c a t i o n s  of the i n d i v i d u a l 6  

ment ioned  above.  S p e c i f i c a t i o n  should i n c l u d e  



3 .  

4 .  

5 .  

6 .  

7. 

previous natural gas operations experience, 
f a m i l i a r i t y  w i t h  and knowledge of appl icable  

federal and s t a t e  r e g u l a t i o n s ,  and any  other 

pert i n e n  t in f oma t i o n  r e g a r d  i n g  e d u c a t i o n  and 

e x p e r i e n c e .  

P r o v i d e  s u r v e y s  or o t h e r  applicable studies 

i n d i c a t i n g  a desire and commitment on  t h e  pa r t  of 

po ten t i a l  c u s t o m e r s  for n a t u r a l  gas service. 

I n d i c a t e  es t imated numbers of c u s t o m e r s  expected to 

be connec ted  t o  n a t u r a l  gas  s e r v i c e  d u r i n g  

c o n s t r u c t i o n  of t h e  u t i l i t y  and t e a ~ o n s  for t h e  

e x p e c t e d  growth i n  Knox County.  

S p e c i f y  t h e  e x p e c t e d  n a t u r a l  g a s  demand by month 

for t h e  f i r s t  year a f t e r  comple t ion  of 

construction. 

Detail t h e  estimated n a t u r a l  g a s  demand d u r i n g  t h e  

first 5 years of operation (by year) and the 

es t imated  peak d a i l y  demand for each y e a r .  

P r o v i d e  a l l  a v a i l a b l e  g e o l o g i c a l  s t u d i e s  which 

d e t a i l  t h e  reserves a v a i l a b l e  to  and  p r o d u c t i o n  

c a p a b i l i t y  of ARGO Energy Company. I n c l u d e  

p r o d u c t i o n  e s t ima tes  for 5 years,  peak demand 

capability, and all records to substantiate the 

data. A l s o  include general field data and future 

p r o d u c t i o n  e x p a n s i o n  d a t a .  
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8 .  D e t a i l  t h e  o w n e r s h i p  of ARGO Energy Company and 

p r o v i d e  a n y  p r e l i m i n a r y  ag reemen t s  or c o n t r a c t s  f o r  

t h e  p u r c h a s e  of n a t u r a l  gas. 

9.  Detail any  ag reemen t s  or n e g o t i a t i o n s  made 

r e g a r d i n g  n a t u r a l  g a s  s u p p l y  from a l t e r n a t e  

source(s) s h o u l d  ARGO be u n a b l e  to  m e e t  t h e  demand 

of Bituminous '  customers. 

10 .  S p e c i f y  t h e  rates t o  be cha rged  by ARGO (both 

wel lhead  and p r o d u c t i o n  r e l a t e d  costs s e p a r a t e l y )  

and t h e  j u s t i f i c a t i o n  for paying tha t  ra te .  

Refe rence  a n y  N a t u r a l  G a s  P o l i c y  A c t  w e l l  

d e t e r m i n a t i o n s  g r a n t e d  

11. Specify any a r r a n g e m e n t s  made and monies a l l o c a t e d  

for t h e  a c q u i s i t i o n  of p r i v a t e  r igh ts -of -way prior 

to c o n s t r u c t i o n .  

1 2 .  S p e c i f y  who has/will d e s i g n  t h e  proposed n a t u r a l  

g a s  transmission/distribution sys t em i n c l u d i n g  t h e  

d e s i g n e r ' s  q u a l i f i c a t i o n s  and e x p e r i e n c e  in n a t u r a l  

gas sys tem d e s i g n .  

1 3 .  Specify i n  the Rules a n d  R e g u l a t i o n e  ( I t e m  13) the 

preeeure at which n a t u r a l  gaeD w i l l  be d e l i v e r e d .  

1 4 .  On page 1 of E x h i b i t  5 gross revenue  w a s  projected 

to be $551,100. P r o v i d e  a n  e x p l a n a t i o n  of how t h e  

annual 167 mcf usage  was d e t e r m i n e d .  A l s o  e x p l a i n  

how t h e  $ 5 . 5 0  amount w a s  d e t e r m i n e d  and how t h i s  

amount  w i l l  be spread between t h e  cus tomer  charge 

and t h e  e n e r g y  c h a r g e .  
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15. 

1 6  

17. 

18 

19 . 

P r o v i d e  s u p p o r t i n g  workpapers a n d  a d e t a i l e d  

e x p l a n a t i o n  for each assumpt ion  made i n  d e t e r m i n i n g  

t h e  do l l a r  amount for e a c h  i t e m  l i s t e d  i n  E x h i b i t  

NO. 7 .  

Please complete E x h i b i t  No. 8 ,  S c h e d u l e  of Rates,  

Charges ,  R u l e s  and  R e g u l a t i o n s ,  by i n c l u d i n g  t h e  

proposed rates and  proposed e f f e c t i v e  date  of t h e s e  

t a r i f f s .  

P r o v i d e  a d e t a i l e d  e x p l a n a t i o n  as t o  how a n  18 .1% 

r e t u r n  on e q u i t y  was determined and why i a  a f a i r  

and  r e a s o n a b l e  r a t e  of r e t u r n .  

P r o v i d e  a more d e t a i l e d  pro forma b a l a n c e  s h e e t  of 

t h e  bes t  e s t i m a t e  of a c t u a l  f i r s t  year o p e r a t i o n s .  

T h i s  b a l a n c e  sheet s h o u l d  i n c l u d e  a d d i t i o n a l  i n f o r -  

m a t i o n  s u c h  as accumula ted  d e p r e c i a t i o n ,  a l l  

prepaids,  all construction work i n  procem, a l l  

customer advances, a l l  tax credi ts ,  a l l  accounts 

payable 8 a l l  a c c o u n t s  receivable, r e t a i n e d  

e a r n i n g s ,  etc.  The b a l a n c e  sheet  s h o u l d  be 

classified a c c o r d i n g  t o  t h e  uni form char t  of ac- 

c o u n t s  for Class  C n a t u r a l  gas companies and s h o u l d  

i n c l u d e  t h e  assumptions, market  s t u d i e s ,  projec- 

t i o n s ,  c a l c u l a t i o n s  (appropr ia te ly  indexed)  relied 

upon t o  a r r i v e  a t  t h e s e  f i g u r e s .  

P r o v i d e  mon th ly  income s t a t e m e n t s  r e f l e c t i n g  t h e  

bes t  estimates o f  t h e  f i r s t  year of o p e r a t i o n .  

These  mon th ly  income s t a t e m e n t s  s h o u l d  conform to 
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t h e  uni form c h a r t  of a c c o u n t s  for C l a s s  C n a t u r a l  

gas companies and s h o u l d  i n c l u d e  t h e  a s s u m p t i o n s ,  

m a r k e t  s t u d i e s ,  p r o j e c t i o n s ,  c a l c u l a t i o n s ,  (appro- 

pr ia te ly  i n d e x e d )  relied upon t o  d e t e r m i n e  t h e s e  

f i g u r e s .  

20. P r o v i d e  a month ly  c a s h  f low a n a l y s i s  r e f l e c t i n g  the 

bes t  estimate of the first y e a r  of a c t u a l  opera- 

t i o n s .  T h i s  a n a l y s i s  s h o u l d  b e g i n  w i t h  net income 

from operations; add back expenses n o t  requiring 

t h e  o u t l a y  of c a s h  ( d e p r e c i a t i o n ,  a m o r t i z a t i o n ,  

accrued expenses, t h e  p o r t i o n  of e x p e n s e s  

associated w i t h  an i n c r e a s e  i n  p a y a b l e s ,  etc . ) ;  

less unrecove red  r e v e n u e s  ( i n c r e a s e  i n  r e c e i v -  

ables); less cash out lays  not expensed (principal 

2 1  . 

22 .  

debt  payments ,  i n c r e a s e  i n  p r e p a i d s ,  e tc . ) ;  p l u s  

o t h e r  sources of cash (loan money, cus tomer  

advances  , etc . 1 . 
P r o v i d e  a pro forma b a l a n c e  s h e e t  a s  d e s c r i b e d  in 

i t e m  19 for e a c h  of the second ,  t h i r d ,  f o u r t h ,  and 

f i f t h  years of o p e r a t i o n .  I n c l u d e  t h e  a s s u m p t i o n s ,  

market s t u d i e s ,  p r o j e c t i o n s ,  ( a p p r o p r i a t e l y  

indexed)  relied upon to a r r i v e  a t  t h e s e  f i g u r e s .  

Provide a pro forma incomo s t a t e m e n t  reflecting the 

best estimate of actual  resul ts  of f i r s t  year 

o p e r a t i o n s .  T h i s  s t a t e m e n t  8hOUld u5e the u n i f o r m  

c h a r t  of a c c o u n t s  for Class C gas companies  and 
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23 . 

2 4  

i n c l u d e  all assumpt ions ,  market studies, projec- 

t i o n s ,  c a l c u l a t i o n s ,  a p p o r t i o n m e n t s  ( a p p r o p r i a t e l y  

indexed)  relied upon to  a r r i v e  a t  these f i g u r e s .  

P r o v i d e  a pro forma income s t a t e m e n t  as d e s c r i b e d  

i n  i t e m  21  for e a c h  of t h e  s e c o n d ,  t h i r d ,  f o u r t h ,  

fifth years of o p e r a t i o n s .  

Provide i n  d e t a i l  a thorough explana t ion  of a l l  

d e b t  f i n a n c i n g  ava i lab le  for t h e  c o n s i d e r a t i o n  of 

or t h e  o p e r a t i o n  of t h e  u t i l i t y .  T h i s  e x p l a n a t i o n  

s h o u l d  p r o v i d e  a l l  f a c t s  n e c e s s a r y  for a complete 

u n d e r s t a n d i n g  of t h e  d e b t  not l i m i t e d  to,  b u t  

i n c l u d i n g  t h e  f o l l o w i n g :  

a. The do l l a r  amount of each proposed  i n d e b t e d n e s s  

w h e t h e r  rates ,  bonds ,  c o n v e r t i b l e  bonds ,  mortgages, 

or deeds of trust. 

b. The n a t u r e  and  e x t e n t  of a l l  claim8 aga ins t  

aesets  or revenues .  

c. The name and address of t h e  h o l d e r .  

d. An a m o r t i z a t i o n  s c h e d u l e  showing i n t e r e s t  

payments ,  p r inc ipa l  payments ,  p r i n c i p a l  b a l a n c e  for 

t h e  l i f e  of the i n d e b t e d n e s e .  

e. The in te res t  rate and how t h e  interest  ra te  is 

de te rmined .  

f .  A l l  special  r e q u i r e m e n t s  s u c h  a s  sinking funds, 

min imum working c a p i t a l  b a l ~ l n c c ,  minimum f i x e d  

c h a r g e  ratio, minimum c a s h  balance,  etc. 

9. A l l  c o n v e r s i o n  features and  forme of c o n v e r s i o n .  
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h .  A l l  p r o v i s i o n s ,  i n c l u d i n g  p e n a l t i e s ,  for early 

ret i rernent  . 
i. A l l  i s s u e  costs or i n  l i e u  of t h e  above ,  provide 

copies of a l l  debt  i n s t r u m e n t s  which i n c l u d e  a l l  

p e r t i n e n t  i t e m s  enumerated above.  

25. P r o v i d e  i n  d e t a i l  a t h o r o u g h  e x p l a n a t i o n  of a l l  

e q u i t y  f i n a n c i n g  available for the construction of 

or operation of the u t i l i t y .  T h i s  e x p l a n a t i o n  

shou ld  i n c l u d e  a l l  facts n e c e s s a r y  for a complete 

u n d e r s t a n d i n g  of t h e  e q u i t y  f i n a n c i n g  and not 

l i m i t e d  to, b u t  i n c l u d i n g  t h e  f o l l o w i n g :  

a .  The number of shares authorized. 

b. The par or stated v a l u e .  

C .  The d o l l a r  amount a u t h o r i z e d .  

d. The dollar amount of the proposed issue. 

e. The i s s u e  cost. 

f .  The names and addresses of each stockholder i f  

t h e  i s s u e  is other t h a n  a g e n e r a l  market i s s u e .  

g. The d o l l a r  amount and number of shares each 

stockholder i n  t h e  above h o l d s .  

h .  The a m o u n t  and terms of a l l  subscr ibed stock. 

i. A l l  terms e x c e p t i o n a l  to p a r t i c i p a t i n g  common 

etock. 
Or, i n  l i e u  of the above, provide documentation 
which  i n c l u d e s  a l l  p e r t i n e n t  i t e m s  enumera ted  

above  . 
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26. P r o v i d e  a d e t a i l e d  explanation of a l l  e f f o r t s  t o  

o b t a i n  deb t  f i n a n c i n g  a t  m o r e  f a v o r a b l e  rates end 

terms. For each a t tempt ,  t h i s  e x p l a n a t i o n  s h o u l d  

i n c l u d e  at a minimum t h e  i t e m s  enumera ted  i n  

q u e s t i o n  25. 

27. P r o v i d e  t h e  forme of a l l  a g r e e m e n t s  w i t h  supp l i e s  

i n  r e g a r d s  t o  t r a d e  p a y a b l e s  or t r a d e  p r e p a i d s .  

28. Provide  a complete l i s t i n g  of a l l  assets (o ther  

t h a n  cash)  exchanged for stock or i n d e b t e d n e s s  of 

t h e  u t i l i t y .  T h i s  l i s t i n g  s h o u l d  i n c l u d e  t h e  

i n d i v i d u a l ' s  name exchang ing  t h e  asset, t h e  origi- 

n a l  i n v o i c e s  or a p p r o v a l  documents  s u p p o r t i n g  t h e  

cost of t h e  asset  f i r s t  d e v o t e d  to u t i l i t y  use, t h e  

date t h e  asset was purchased ,  t h e  assets u s e f u l  

l i f e ,  and t h e  exchange  v a l u e .  

29. P r o v i d e  a d e p r e c i a t i o n  s c h e d u l e  for t h e  b e s t  

es t imate  of ac tua l  o p e r a t i o n s  for t h e  f i rs t  y e a r .  

I n c l u d e d  s h o u l d  b e  t h e  approx ima te  d a t e  of acquis i -  

t i o n  (or c o n s t r u c t i o n ) ,  t h e  da te  when t h e  asset 

w i l l  be p l a c e d  i n  u s e ,  t h e  a p p r o x i m a t e  cost of t h e  

a s se t ,  t h e  u s e f u l  l i f e ,  t h e  d e p r e c i a t i o n  method,  

t h e  f i r s t  y e a r ' s  d e p r e c i a t i o n .  
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Done at Frankfort, Kentucky, t h i s  19th day of June, 1984. 

PUBLIC SERVXCE COMMISSION 

ATTEST: 

Secretary 


